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Halving Student Loan Interest Rates 
Is Unaffordable and Ineffective 

Brian M. Riedl 



We will broaden college opportunity, and we will begin by cutting interest rates for student loans in half. 

— Incoming House Speaker Nancy Pelosi (D-CA) 



The House of Representatives will likely vote this 
week on a proposal to halve the 6.8 percent interest 
rate on subsidized student loans as part of the new 
congressional majority's 100-Hour agenda. Parents 
and students can surely appreciate Congress’s con- 
cern about the rapidly increasing cost of a college 
education and the importance of access to higher 
education, but this proposal is unaffordable and 
ineffective. The measure could cost $18 billion over 
five years, at a time when federal student financial 
aid spending has already surged 400 percent since 
2001 and loan consolidation costs are set to soar. 
Federal grant and loan limits have recently 
increased, and interest rates are at historically low 
levels. Worse, increases in federal student aid often 
lead to tuition hikes, leaving college equally unaf- 
fordable. Most importantly, reducing interest rates 
does not increase college access for prospective stu- 
dents, but merely subsidizes loan repayments after 
college. Enhancing college affordability and access 
will require different solutions — ones that recognize 
that boosting federal subsidies is counterproductive. 

In addition, the current budget context is daunt- 
ing. Federal spending has surged by 42 percent 
since 2001 to over $23,000 per household, and 
spending is projected to drive the budget deficit to 
approximately $800 billion within a decade. 1 The 
coming retirement of 77 million baby boomers 
threatens to push Social Security, Medicare, and 
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Medicaid spending to levels that, without reform, 
could force lawmakers to either double income tax 
rates or eliminate every remaining federal program. 
Defense, homeland security, K-12 education, and 
health research also must compete for funding. 

The loan proposal will intensify that competi- 
tion. Halving the interest rates on student loans is 
estimated to cost $18 billion over five years. Repre- 
sentative Pelosi’s pledge to re-implement pay-as- 
you-go budgeting rules (PAYGO) means that tax- 
payers will expect the cost of the rate change to be 
offset elsewhere in the budget so as to not increase 
the budget deficit. 

Six Problems with Halving Student Loan 
Interest Rates 

1. Federal spending on student financial aid is 
already skyrocketing. The myth of education 
budget cuts is perhaps the most persistent bud- 
get myth today. Since 2001, federal education 
spending has grown a staggering 167 percent 
from $35 billion to $95 billion. Most of this 
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